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MARSHALL'S PRINCIPLES OF ECONOMICS. 1 

THIS work surpasses even the expectations that were 
formed concerning it. Its merit and importance justify 
the eulogistic reviews of it that have appeared in America and 
especially in England ; and there is that in the work that gives 
to it a more distinctly epoch-making quality than can be attrib- 
uted to any work that has appeared in many years. Following 
in the series of economic classics the works of Ricardo, Mal- 
thus, Mill, Jevons, Cairnes and Sidgwick, it is in character most 
nearly allied to the work of Mr. Mill, since it systematizes a 
great amount of seemingly divergent thought. Adding its own 
special contribution to the general result of past and present 
thinking, it presents the science of economics as it stands to-day 
in a nearer approach to unity than has seemed to be possible. 

The peculiar service of Professor Marshall's work may be 
characterized as a re-systematization made necessary by the 
studies of the last twenty years. This has been a period of 
restless progress, of a tearing down and rebuilding of the old 
scientific structure, coupled with a marked disagreement as to 
the nature of the changes needed. It is not to be expected 
that the unity resulting from Professor Marshall's work will be 
as nearly complete as that which was imparted to antecedent 
theories by the work of Mr. Mill ; the wealth of material used 
precludes this. It is not to be desired that the present work 
shall dominate economic thought in England and America for 
any such period as that during which Mr. Mill's work has domi- 
nated it ; that is possible only when the science is in a compara- 
tively stationary state. That any work should long hold such 
a place as that held for forty years by Mr. Mill's Principles of 
Political Economy, would require not only that it should in 

1 Principles of Economics. By Alfred Marshall, Professor of Political Economy in 
the University of Cambridge. Volume I. London and New York, Macmillan and 
Co., 1890. — 754 pages. 
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itself mark an advance on earlier writings, but that after its 
publication the activity and progress that are the inspiring 
feature of our era should cease. Professor Marshall has sum- 
marized the results of twenty years of thought, added his per- 
sonal contribution, brought the whole into a certain harmony 
with the work of earlier periods, and presented the science in a 
way that does not repress but positively invites immediate and 
further progress. By his own summary of results he has fur- 
nished a useful starting-point for work, and by the criticism 
which he invites on his own conclusions, he affords an incentive 
to such progress and an indication as to the directions in which 
it will be useful. The discerning reader of the book of which we 
are speaking will not lay it down with the impression that eco- 
nomic theory is complete and that avenues for further advance 
are wanting ; he will have, on the contrary, a positive impression 
as to the places in the system in which work both critical and 
constructive needs to be immediately done. 

A special aim of the author is to connect the studies of the 
present with those of the past. In his preface he says : 

Some of the best work of the present generation has appeared at 
first sight to be antagonistic to that of earlier writers ; but when it has 
had time to settle down into its proper place, and its rough edges 
have been worn away, it has been found to involve no real breach of 
continuity in the development of the science. The new doctrines have 
supplemented the older, have extended, developed and sometimes 
corrected them, and have often given them a different turn by a new 
distribution of emphasis ; but very seldom have subverted them. 

The theory then, that is about to be presented is to be in har- 
mony with that of the Ricardian school. If this result were 
to be secured, as the reader is in danger of thinking from the 
announcement quoted, by excluding from the results of recent 
studies whatever is definitely out of harmony with Ricardianism, 
the service would be anything but a welcome one. It is, how- 
ever, accomplished in another way. By a generous interpreta- 
tion of Ricardo's own words the author makes them foreshadow 
much of what is most valuable in recent writing. It is a heroic 
attempt that selects the work of Ricardo for such treatment. 
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The Wealth of Nations will bear it exceedingly well. The half- 
expressed thoughts of Adam Smith cover a large area that is 
occupied by the writers of the present day, and readers will 
probably agree that the attempt to connect recent work with 
that of Adam Smith would be both easier and more fruitful 
than the effort to harmonize it with that of any of his successors. 
Professor Marshall's book is avowedly based on the " prin- 
ciple of continuity " ; the evolution of industry is without breaks, 
and that of science should be so. Apart from this unbroken 
progress in evolution, there is a continuity in the series of eco- 
nomic entities as they exist at any one time. Things that have 
seemed to be sharply distinct shade into each other, in reality, 
by a continuous series of gradations. The author thinks that 
the lines of demarcation that have been drawn between economic 
entities of many kinds have worked harmfully. As applied to 
the history of economic literature, the principle of continuity 
involves the tracing of a very gradual development of thought, 
in which each contribution is closely dependent on its prede- 
cessor. As applied to the study of contemporary literature, 
it means the harmonizing tendency already referred to. As 
applied to the definition of terms, it involves the recognition of 
an imperceptible shading of one thing into another, and the 
adaptation of language to this fact. This last is the least 
favorable field for bringing the principle into the foreground; 
the practical result is a certain premeditated vagueness in the 
use of language. The author indeed states that different con- 
cepts must be kept clearly distinct from one another, and 
undoubtedly keeps them so in his own mind. In view of his 
emphatic appeal for elasticity in the definition of terms, his 
readers will not always be able to retain the same clearness 
of thought. Yet one feature of his mode of definition is of 
great value. It is his method of multiplying the number of 
terms at our service. Every economist is troubled by the 
fact that his concepts outnumber his names for them, and 
is obliged to get new names by coining or borrowing words, 
or employing more or less inconvenient phrases. Professor 
Marshall has used the same term for several kindred concepts, 
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and has distinguished these from each other by qualifying 
adjectives. This method makes science generally intelligible 
and keeps it in touch with practical life. It may be added that 
this very multiplying of terms removes the only necessity for 
vagueness or elasticity of definition. By naming the entire 
series of things that are supposed to be like each other it is 
possible to keep them, in thought, not indeed as widely apart 
from each other, but as really distinct as if there were no re- 
semblance between them. The author pleads for elasticity of 
definition while in the act of removing the need of it. 

The earlier parts of the work are occupied with problems 
of less difficulty than those that come later, and will, in the 
main, be read and accepted with little question. As the work 
progresses the careful reader will insert mental interrogation 
points here and there. He will find that his interest increases 
as the interrogation points become more frequent, and that it 
culminates where they are changed to marks of positive dis- 
sent. I venture to record the opinion that the value of the 
work reaches a maximum in a passage that is demonstrably 
incorrect. In the search for a law of wages and interest the 
author has conducted us to a position that is in some respects 
very advanced but is clearly untenable, and here, therefore, he 
has given the most effective possible stimulus to further work. 

There is a preliminary survey of the economic field, in which 
is traced the growth of free industry itself and of the science 
for which industry furnishes the material. The treatment of 
consumption is properly placed early, and is made to furnish 
data for the following studies. A peculiarity of the arrange- 
ment adopted is the studying of the laws of population under 
the head of production. This arrangement is based on an idea 
that assumes greater importance in the part devoted to distri- 
bution, the idea, namely, that labor may be grouped with com- 
modities as being subject to laws of demand and supply. Not 
merely work but a working man himself is something that 
needs to be industrially produced, and that is produced through 
the agency of food, clothing, etc., when the price offered is 
high enough. He is born and reared when the "demand price" 
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covers the cost. To many readers this will be a beginning of 
troubles. Something that not every one will approve is the use 
of the term " Demand " as interchangeable with " Consump- 
tion," and that of "Supply" as interchangeable with "Produc- 
tion," in the titles of two of the books or divisions of the work. 

A problem of great importance is whether the general prin- 
ciple of evolution applies to forms of industrial organization. 
Does the fittest form survive ? " Not always," says the author ; 
and here again he applies his extended definition of the terms 
supply and production. Not only men but modes of organizing 
men for purposes of industry, are subjects of demand and sup- 
ply. The beneficent form survives when there is an " efficient 
demand" for it. If the community is willing to pay for this 
form, it can have it ; but the men who make it must have their 
wages. 

This law of survival is seen in operation in the case of large 
and small industries. There is no inflexible law that is certain 
to crush small establishments out of existence. A wide obser- 
vation shows that there is a general tendency toward the 
enlarging of establishments ; but it is subject to checks so 
efficient that one who should study the contending forces only 
a priori would here and there be puzzled to know which 
of the two sets is the stronger. The limits to which concen- 
tration is to go cannot be fixed by deductive reasoning ; and 
they have not yet been determined by experience. A step 
toward the solution of the problem is taken in the chapter in 
which it is shown that essential concentration does not consist 
in massing workers under one roof. They may stay at home 
instead of going to the mill, and still work under the factory 
system. This means, in effect, that a factory is a thing of 
many shapes, and that it may even scatter itself locally over 
the country without losing its unity. Electricity may carry 
motive power everywhere and put machines into a hundred 
laborers' dwellings ; and in that case the hundred scattered 
chimney-corners where the working appliances stand are for 
essential purposes united, parts of one whole, so long as one 
employer directs the work. Moreover the scattered aggregate 
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may be a quasi-factory. If the workers do not have one com- 
mon employer, if they are separated into little coteries of which 
each has an employer of its own, these men may still sell their 
entire product to one wholesale house, and the result to all con- 
cerned may be much the same as if the single firm employed 
them. The wholesale house dictates the quality and amount 
of the product, and puts it all on the market. It is a case of 
slightly disguised centralization ; and as the reader will con- 
clude, the effect of the study of such cases is not to show that 
small and really independent establishments have a prospect of 
doing hereafter a large part of the world's work ; it is to show 
that in many instances where small shops exist, they do so by 
forfeiting much of their independence. They are in the con- 
dition of small states absorbed into large ones without a com- 
plete loss of local autonomy. Is the inference against the 
current impression that large establishments are devouring 
small ones, or in favor of it ? The answer will vary according 
to our notion of what constitutes an establishment. If it is 
merely a separate laboring group, a coterie of men who do their 
work together and apart from other coteries, then small estab- 
lishments have still a large function to perform. If, on the 
other hand, the true industrial establishment is the whole 
cluster of working groups held together by the wholesale house, 
then indeed the large ones are even more nearly all-devouring 
than is currently supposed. Centralization goes on the more 
rapidly because a small industrial group can live, after a fashion, 
within the maw of a large one. 

We pass wholly over the passages, — embracing the greater 
part of the work, — to which the reader will give only admir- 
ing assent. In the approaches to the paramount subject of 
distribution, questionings become more frequent. In harmony 
with the view that regards the person of the worker as a sub- 
ject of production, the acquired abilities of the worker are 
treated as capital. The expense of training an artisan, like 
the outlay incurred in building a machine, is an element in the 
cost of producing the commodities that he is afterwards to 
make. The cost of silken fabrics is partly resolvable into the 
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outlay involved in making looms, and partly into the outlay 
incurred in training weavers. There is certainly something in 
the operation of learning a trade that is akin to capitalizing. 
The youth works in the training school, and he defers to the 
future the final fruits of the process. He lays Up wealth, as 
it were, by doing that which avails only to give him a larger 
income hereafter. It is much as if he put money into the 
bank ; and this fact certainly needs to be taken account of in 
a scientific study of industry. The particular mode of taking 
account of it that rates acquired abilities as actual capital 
makes a capitalist of every worker who has taken time to 
learn how to do anything, — and that is practically every one 
who works, — though he may not own a tool or have a penny 
to his name. It rates a part of the man's being as " goods of 
the second order," the scientific name for working instruments ; 
and it assigns to this part of the man a special "cost of pro- 
duction " that is distinct from the general outlay incurred in 
rearing him. It divides what he earns when he is completely 
produced into wages and interest, and causes the broad line 
that figures in distribution as separating labor from capital to 
run, not between men and outward things, but through the 
very personality of men. 

It is at the beginning of the sixth book that our apprecia- 
tion of the value of the work begins to vary inversely as our 
agreement with it. Admiring assent changes in the end to 
dissent that is no less appreciative. The author has made some 
modifications of the rent law, and here it is a much modified 
Ricardianism that expresses itself in his formulas. He has 
recognized as rent-yielding agents not only land, but a number 
of other things that give to some producers advantages over 
others, and has suggested a correction of the traditional theory 
that "rent is not an element in the cost of commodities." 

Everything sells, as we have been told, for a price that pays 
for producing it on rentless and valueless land. The price of 
wheat pays for raising it on the land that was last taken into 
cultivation. This is the poorest of any in use and yields no 
rent to its owner. Wheat stands for all commodities, since 
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land is used in the production of them all ; and the price of 
each one of them must be such as to reward the men who are 
making it on land that is too poor to be paid for. The cost 
of the "marginal increment" of a commodity determines the 
selling price of the whole supply ; and this cost resolves itself 
into wages and interest only. If a man has land that will 
enable him to produce the thing at a smaller outlay than that 
which is incurred in producing this marginal portion, he can 
pocket all that his good land saves to him, and still make his 
customers pay no more than they would have to do in any case, 
since they must always pay at the marginal rate. Rent is an 
income that costs the consuming public nothing. If a landlord 
were to refuse to take it, the buyers of products created on his 
land would get no benefit from his generosity. He might throw 
his rent into the sea, divide it among workmen as a bonus or 
give it to the state as an extra tax, and still the public would 
not feel any relief. The inexorable marginal increment would 
still make its appearance as the regulator of price. The value 
of Minnesota wheat would still be fixed in sterile New Hamp- 
shire or remote Saskatchewan. 

Professor Marshall has qualified this doctrine by showing 
that the rent of land devoted to creating one product is an 
element in the cost of another product. What is paid for 
wheat land makes oats more expensive, since it is the wheat 
culture that seizes the best land and forces the oat culture to 
poorer soils. If men who wish to raise oats were not obliged 
to plant them on land that is too poor to produce wheat advan- 
tageously, they could raise oats at better advantage than they 
now do. The final increment of this grain would be produced 
on better land than can now be had for it, the marginal cost of 
oats would be lessened and the selling price would fall accord- 
ingly. 

There may arise here a question of strict accuracy in the use 
of terms. Is it rent in the sense of a payment demanded for 
the use of land, or is it that high value of wheat which makes 
the payment possible, that really crowds the oat culture to 
inferior soils ? The man who has hired the good land, whatever 
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he might pay for it, would probably raise oats on some of the 
fields if wheat were not more valuable. The value of this grain 
leads him to select it, and what he gets by raising it enables the 
landlord to demand and get the existing rent. It is the prefer- 
ence directly given by the farmer to the wheat culture that 
displaces the oats. It is the man's desire for the larger gain 
that throws the cultivation of oats upon inferior soils and makes 
it more costly. If we say that the rent of the good soil has 
displaced the cultivation of the inferior grain, we must include 
under the term not only the payment demanded for land, but 
the anterior fact that makes the payment possible, namely, the 
value of the superior crop. 

Now if the term rent be used in this comprehensive way, as 
meaning both a payment and the cause that lies just back of it, 
then the correction that the author makes in the traditional 
theoretical statement is a small beginning of what needs to be 
done. The rent system is a universal element in influencing 
prices. It may be thought that this fact is of no practical 
importance, since it is impossible to abolish the system ; if rent 
must forever continue, the fact that prices are modified by the 
system that produces it may seem to be a useless bit of theo- 
retical information. The rent principle, however, has an appli- 
cation that is far wider than any that has been given to it even 
by recent studies ; and there is no understanding the laws of 
distribution without a complete analysis of the relation of the 
principle to prices. Agricultural rent is the simplest that we 
can study ; and it is easy to see that the rent of a farm is gained 
in a way that entails a raising of the price of produce. If it 
were possible to destroy this rent by destroying the condition 
on which it depends, the price of produce would fall. 

How shall we annihilate rent ? By infusing into an imaginary 
landlord a generosity that will make him refuse to take his 
tenant's money ? Such indeed is a supposition naively enough 
advanced by some writers in demonstrating the truth of the 
current formula. With half an eye one can see that this does 
not put rent out of existence, but simply makes it over to 
the tenant. The lessee presents himself with the identical sum 
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in his hand that he has gained by means of a "differential 
advantage in production," the advantage, namely, that the good 
land gives to him. The landlord refuses to take the money 
and the tenant goes away rejoicing ; the rent is his. Anticipate 
all this by the terms of the original lease, contract at the out- 
set that the man may have the land for nothing, and it only 
affects the situation by giving the rent to him earlier. The 
marginal standard still fixes the price of wheat, and buyers care 
not who gets the benefit of the productiveness of lands within 
the margin. So long as rent exists, the question whether it goes 
to A or to B is a matter of indifference. 

Let us make another attempt to destroy rent. Let generos- 
ity be contagious, and let these farmers whose landlords refuse 
to take their proffered money refuse in their turn to take the 
marginal or standard price for their produce. Is rent now 
annihilated ? Clearly not. It has gone into the pockets of the 
lucky customers who happened to buy the produce of these par- 
ticular farmers. Cause the farmers' generosity to take another 
form ; impel them to ask the standard price for their produce, 
but to add to the wages of their men the amount that their 
good land saves to them ; the rent is there still, easily discov- 
erable in the laborers' pay. Let the state claim the differential 
gain as a tax ; and now the rent has gone to the public and is 
discoverable in the heavier pockets of tax-payers. Not one sup- 
position of them all has put the income from land out of exist- 
ence. As not one of them has annihilated rent, not one of them 
serves in any way to test the question whether the existence 
of rent is an element in determining prices. The question at 
issue is not touched by the illustrations. 

In a purely ideal way we may do this much toward annihi- 
lating rent : we may suppose a case in which no cultivator shall 
have any differential advantage over another by reason of the 
land that he uses. Even this supposition is grotesquely unreal, 
but it serves to test the relation of rent to price. The getting 
of an income from land depends upon the imposing of a restric- 
tion on the use of this agent. It is perhaps a bare physical pos- 
sibility to destroy all the differential advantage over marginal 
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producers that is now enjoyed by men who control good land. 
We can, in imagination, put men on an equality with each 
other in so far as land is concerned. 

Let every man who wishes to share in the use of a pro- 
ductive farm have that privilege. Is not the earth the birth- 
right of all ? Are not the agitators correct who say that every 
man has an inalienable right to " use land without paying for 
it " ? There is one way, and one only, by which such a privilege 
can be given to them. Let a public decree go forth that no 
human being shall keep another off from land that the other 
desires to use. Men will flock to the productive regions from 
every quarter. To every sectional division of this area all 
comers must be admitted. It will make strange changes in 
the system of tillage. To each square mile of land we will 
admit every applicant who presents himself, and divide the 
area into shares of such sizes as may be necessary. Each man 
may then have what he can raise. If on a particular square 
mile of rich and uniform prairie there are a hundred applicants 
for allotments, each of them will have six and four-tenths acres 
and live on their produce. If the nature of the soil and the 
character of the work do not admit of such separate allotments, 
we will seek another mode of accomplishing the end. We will 
then ordain that each section be worked co-operatively, under 
the supervision of a public officer, but will provide that every 
man who comes shall be received into the working company. 
As the entire supposition is ideal, we may introduce any con- 
dition that we please, whether it is practicable or not ; and we 
shall have to ordain that each applicant for a place in the 
working company shall bind himself, under pain of forfeiting 
his share in the crops, to work honestly through the entire 
season. It is clear that all will come who can improve their 
condition by so doing. Men will flock to the fertile regions 
until the share of the produce that falls to each of them will no 
longer exceed in value what they can earn elsewhere. There 
will be an increase in the amount produced on good land, an 
abandoning of poor land, a raising of the margin of cultivation 
and a fall in the price of agricultural produce. Remove all 
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restriction on the use of good land — let it be worked more 
and more intensively till its total crop only gives wages to the 
cultivators, and you destroy the power of land to yield a special 
income. You also depress the price of produce. The value of 
agricultural products is what it is, because of that restriction in 
the use of land that is the basis of rent. Such a change as 
we have supposed would be uneconomical. It would obviously 
reduce the general income of society ; and it might be shown 
that it would even reduce wages. 1 

In the study of the rent of personal abilities, Professor Mar- 
shall reaches conclusions akin to those reached by President 
Francis A. Walker ; but he does not accept the theory of our 
eminent American economist that the laborer is the residual 
claimant on the proceeds of social industry, and must in the 
end get the whole benefit from an increase in the product. 
He makes a study of " consumers' rent," or the clear gain that 
comes to men by buying for a little what is intrinsically worth 
much to them in the using. In spending his income a man 
buys first food, clothing and shelter, then simple comforts, and 
ultimately luxuries that minister to much less pressing desires. 
The last thing that he buys is something that it is barely worth 
while to purchase at all. If the price of it were a jot higher 
than it is, the sacrifice entailed in paying for it would exceed 
all the service that it can render. On the entire series of 
earlier purchases there is a personal profit realized. The bread 
sustains life for a day and costs a dime; and the necessaries 

1 In a sense there would be a rent realized by the men on the small allotments of 
our illustration, if they were at liberty to cease working their land after putting a 
limited amount of labor upon it; for the early increments of labor applied to a 
given area of land are more productive than later ones, and this extra product of 
early increments of labor is rent of a certain kind. Our assumption has precluded 
the existence of it, since we have supposed that the men know in advance that they 
must work their land faithfully through the season. They will then perform each 
separate part of the process of tillage in that laborious way that prevents any one 
increment of labor from being especially profitable. They will spade the ground, 
perhaps, instead of ploughing it; and if they do so, this early increment of labor 
will not be more productive than others. The terms of the illustration are of course 
unnatural, and are designed to show how prices would be affected if the supposed 
conditions were the actual ones. We thus perceive how the present natural condi- 
tions affect prices. 
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and comforts that follow bread in the series do so much for the 
man that he would have them though their cost were many 
times what it is. The personal gain that comes from buying 
things of which the cost falls short of measuring the service 
that they render to the user is the " consumers' rent " of 
Professor Marshall's discussion. 

Here, then, is another and a highly interesting extension of 
the term rent. It still designates a differential gain ; but this 
no longer comes through a saving of outlay in production and 
it is no longer measurable in money. It is an effect on the 
man's own sensibilities — a differential personal gratification, 
arising from the fact that he buys with a part of his income 
something that he needs more than he does another thing 
which in the end he is induced to buy at the same price. Now 
if this farther enlargement of the application of the rent prin- 
ciple be made, there arises again the necessity of completing an 
analysis that the author has begun ; for closely connected with 
consumers' rent and based on the same principle in its reversed 
mode of operating, is a personal gain of another kind. It has 
not yet figured in economic discussion, though it is suggested 
by a fact to which Professor F. H. Giddings has recently 
called attention in his study of the basis of interest. This 
fact is the increasing strain entailed on a laborer by the pro- 
longing of his daily working hours. The first two or three 
hours cost the man only a slight real sacrifice ; the following 
hours cost more, and the last hour is so wearying that the 
wage that it earns barely offsets the sacrifice involved. If it 
rests with the man to stop when he will, he will end his work- 
ing day at just the point where the strain of farther effort 
would more than offset the extra wage that would be paid for 
it. Now if this final or marginal hour of daily labor is a no- 
profit hour, if the weariness of it just balances the wage that it 
earns, then it is clear that all the earlier hours afford a net 
gain to the worker. The first hour of work costs practically 
nothing, and its wage equals if it does not exceed that of the 
last. The personal gain that comes to a man by reason of the 
fact that he is paid at the standard rate for work that is below 
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the marginal standard in the sacrifice that it entails, may be 
termed laborers' subjective rent. 

Effort, however, is not the only personal sacrifice entailed by 
production. Recent studies have revealed the nature of that 
sacrifice, resulting from deferred enjoyment, which falls on the 
men who save a part of their income and convert it into capital. 
Abstinence or waiting is a wealth-creating function ; and this, 
with labor itself, constitutes the dual sacrifice entailed by pro- 
duction. Now it is a fact to which attention has never been 
called, that the succession of personal sacrifices involved in 
abstaining or waiting, for the purpose of creating capital, 
arrange themselves in a series of increasing intensity, which 
accurately corresponds with the succession of acts of labor. 
Each act of deferred enjoyment, like each physical effort in a 
working day, costs the man more than the one that preceded it. 
Abstaining or waiting stops at the point where what it secures 
to the man who is accumulating capital just offsets what it costs 
him in the way of diminished present pleasure. Now as the 
final increment of waiting, the most onerous in the series, is 
barely remunerative, the earlier increments must afford a per- 
sonal gain. The man is better off for the foregoing of a luxury 
that he may have a bit of capital ; the foregoing of a comfort 
may not profit him anything. There is a rent realized on the 
early increments of waiting, as there is on the early increments 
of working. If we give it a name, it must be called abstinence 
rent, or something signifying the special personal gain accru- 
ing from the less onerous portion of that waiting or abstaining 
that results in the creation of capital. This special gain, taken 
together with that realized from the less onerous hours of 
labor, may be said to constitute producers' subjective rent, 
which is the counterpart and complement of the consumers' 
rent that Professor Marshall has, with excellent results, intro- 
duced into the discussion. Consumers' and producers' rents 
together constitute all such gains that are personal or subjec- 
tive. They arise, respectively, through the consuming of some- 
thing that, in the man's own psychology, is rated above its 
cost, or, on the other hand, in the producing of something at 
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a sacrifice that by the man personally is rated lower than what 
it secures. The subjective rent of producers and consumers is 
an economic element never yet fully analyzed. It is the coun- 
terpart of that objective rent, or income measurable in money, 
that has figured in economic discussion. 1 

Is this entire analysis of the various subjective rents a mere 
logical subtlety ? We shall quickly learn the contrary if we 
attempt to push to completion the analysis of the law of dis- 
tribution. In that law the relation of rent of every kind to 
price is central ; the subjective varieties are related to it in as 
important a way as are the objective. 

There is a quasi-rent, according to Professor Marshall, con- 
sisting of the earnings of artificial instruments under certain 
conditions. A cotton mill, when the goods made in it are scarce 
and dear, commands a quasi-rent during the interval before new 
machinery can be started. An old and antiquated mill com- 
mands a quasi-rent as long as it runs at all. Instruments of 
production like the latter are, indeed, much like books out 
of print ; the supply of them is as strictly limited as that of 
land, and the income from them is more nearly like the earn- 
ings of land than is the income transiently derived from things 

1 It may be thought that consumers' rent and producers' personal rent are the 
same thing regarded from opposite sides; and there is one mode of analysis that 
would actually make them so. The true cost of anything is always personal sac- 
rifice, rather than the money spent. When a man gets a thing at a small per- 
sonal cost he thereby incurs a sacrifice in the way of effort or waiting that is richly 
rewarded. The consumers' rent of the thing purchased is apparently identical with 
the producers' rent of the labor and abstinence incurred. A more accurate analysis, 
however, makes these two gains to be distinct and complementary parts of one 
whole, namely, subjective rent. In measuring both of the gains we nee/i to apply a 
certain standard of measurement, which, even in this hasty study, it is worth our 
while to notice. In spending his income a man buys first what is of the highest 
importance, then what is less needed and finally what is barely worth its cost. Now 
the last thing the man buys is in reality secured by the last and costliest increment of 
personal sacrifice that he makes. If he works only an hour in a day, he will buy 
bread with the proceeds. If he works a second hour, he will buy clothing and other 
necessaries. With the proceeds of the added hours he buys what is less and less 
needed, till, with the wage of the tenth hour of each working day, he is supplying 
himself with the highest luxuries that his manner of life allows. With prolonged 
effort rewards fall and sacrifices rise, and the burden entailed by the most onerous 
hour of work just offsets the gratification afforded by the least important article con- 
sumed. This point of equilibrium between sacrifices and gains is the point from 
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of which the supply is simply behindhand in time. Yet in 
either of the two cases the supply of a factor of production is 
" limited and incapable of much increase in any given period of 
time," and therefore the earnings of it are rent during that 
period. If the whole life of the instrument be taken into 
account, then what it can earn during the rent-yielding periods 
will, as added to its other earnings, make a sum total that is 
the interest on the money invested in it when it was made. All 
the sums that a mill ever earns constitute the grand total that 
is interest on its cost. When once a machine is antiquated its 
earnings are independent of its cost. It never will be dupli- 
cated ; and for economic purposes the effect is the same as if 
it never could be. The Ricardian formula gauges its annual 
earnings ; and the capitalization of its annual earnings, if allow- 
ance be made for depreciation, constitutes its selling price. 
From now on the machine earns rent only. Yet the forward 
glance of the man who built it took in this period of its latter- 
day activity. The builder knew that it would in time be super- 
seded and that it would earn a certain rent thereafter. He 
counted on this rent as a part of the return for his invest- 
ment. This is a part of the inducement that called the thing 
into existence. 

The author's conclusion is that a sum that is rent during a 
short period may be interest during a long one. To this we 
may add that what is rent in one relation may be interest in 
another. Let us separate the two relations clearly in the case 
of the antiquated machinery, by supposing that the rent receiver 
is not the builder, but another person. The first owner built 

which to measure the two kinds of subjective rent. Gain and sacrifice are at this 
point equivalent quantities. The consumers' rent of bread is represented by its 
"subjective utility " as compared with the subjective " disutility " of the final incre- 
ment of labor. It is the difference between the service rendered by the bread and 
the sacrifice that the last luxury costs. Producers' rent, in this case, is computed by 
comparing effort at the initial point with gain at the point of equilibrium, that is, by 
comparing the small sacrifice entailed by the first hour of labor with the service 
rendered by the article secured by the final hour. The personal cost of the first 
working hour is rated below the gain that comes from the last. The two rents 
together measure the entire personal gain coming to the worker from his industry. 
The increasing of this twofold subjective rent is the comprehensive aim of economic 
progress. 
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the machines intending to sell them for whatever the market 
might yield as soon as they should be superseded by better 
ones. What will he get for them ? The capitalized value of 
their net annual earnings. To the man who now buys them 
they pay interest on his investment, for the same reason for 
which land pays interest on its market price, namely, that the 
selling price of the instrument conforms to the earnings them- 
selves. Land pays a rent that is gauged by the Ricardian for- 
mula ; but it also pays interest on the purchase money, and so 
does antiquated machinery. Must we here again make a con- 
clusion general that is now partial ? All rent becomes interest 
to the man who has bought the agent that yields the income. 
Will this proposition bear reversing ? Is there any relation 
in which all interest becomes rent ? Are the earnings of all 
invested capital in reality a differential gain, the amount of 
which can be gauged by the Ricardian formula ? That such is 
the fact is unquestionable. 

We must, of course, throw aside the popular meaning of the 
term rent, namely, a sum paid by one person to another as hire 
for the use of something, whether it be a house, a machine, a 
farm or anything else that is let for a periodical payment. We 
mean a return that is realized by a producer and that is differ- 
ential, in the sense of being an excess over that standard return 
that is realized by the men who create the final increment of 
the thing produced. The type of it is the special gain that 
comes to tillers of good land. This is indeed an excess over 
what comes to tillers of poor land ; but what is even more im- 
portant is, that the gain from each of the earlier increments of 
labor expended on the good land itself affords a surplus as com- 
pared with the return from the last increment of labor expended 
on that same land. This surplus product of agriculture is the 
most useful type of general rent, or differential gain ; but it is 
only as a type that it is useful. If the special product of land 
be treated as the only true rent, and if land be thereby separated 
from other productive instruments, then the principle becomes 
a barrier against the attainment of a general law of distribution. 
Identify land with other instruments, as embodying one general 
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fund of invested wealth, and you may apply the Ricardian prin- 
ciple to the income from all of it. The return from invested 
wealth, or the interest of capital in the abstract sense of the 
term, is, as we have said, a differential gain as truly as is the 
special return from labor applied to good land. Even this does 
not end the new applications of the rent principle that need to 
be made. There remains one more application of it so far- 
reaching that we can barely indicate it in this paper, leaving 
the full statement and proof of it for future presentation. If 
clearly apprehended, the principle of differential gain will be 
seen governing the entire static income of society, or the entire 
amount earned by capital on the one hand and by labor on the 
other under conditions regarded as stationary. As interest is 
the rent of a pure fund of invested capital, so wages are the 
rent of a corresponding fund of labor force ; and both are as 
amenable to the Ricardian law as is the income derived from a 
fertile farm. 

For a study of the static income of society we must take the 
invested wealth existing at a single instant of time, as a fixed 
amount expressible in dollars. We must conceive of it as busi- 
ness men conceive of it, abstractly, as a sum or fund of value in 
productive uses, without regard to the concrete things in which 
the fund is invested. Buildings, tools, materials, land, etc., 
embody the capital of which we speak ; but for the time being 
we disregard the nature of these concrete things, and treat the 
capital as a business man does when he puts it on his inventory 
as a certain number of dollars. It is a quanttim of productive 
wealth. We treat labor in the same way. At one instant there 
is a fund of working energy available for productive uses. This 
quantum of human force is embodied in workers having many 
different aptitudes. The things that the men do are concrete ; 
actual labor consists in ploughing, spinning, writing, etc. ; but 
we now disregard the concrete acts of labor as we do the con- 
crete forms of capital, and consider only the social fund of 
working energy, in whatever way it may actually be exercised. 
What I have elsewhere termed pure capital and pure labor 
force, as distinct from particular instruments and particular 
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acts, is the subject of our present study. The earnings of these 
funds constitute in each case a differential gain like the product 
of land. 

The last man that is set working on a farm just earns his 
wages ; every earlier man produces a surplus, and the sum of 
these surplus amounts is the rent of the field. For a field sub- 
stitute a fund of invested capital. Take a small and isolated 
community as a type and give to it a productive fund of a 
hundred thousand dollars. Concerning the forms in which this 
amount is invested we now care only to know that land is one 
of them, and that all are adapted to the needs of the working 
force, be that force large or small. If there were but a single 
worker in this rich environment, the product of his labor would 
be enormous. If there were two, the product per capita would 
be less ; and if there were ten, the per capita yield would be 
still less. Add one after another units of what we have termed 
pure working energy, till a hundred men of average power con- 
stitute the company. The last man will earn wages only, like 
the last man on the fertile field ; while every earlier man will 
create wages and a surplus. These surplus amounts are in all 
respects like the surplus products of the earlier workers on the 
fertile farm, and the sum total of them is as truly the rent of 
the pure fund of a hundred thousand dollars as the sum of the 
corresponding agricultural surpluses is the rent of the farm. 
They are the differential gains of the earlier increments of 
labor energy applied to the fixed amount of pure capital. 

It is to the working environment as a whole, not to land only, 
that human power is applied ; and the total wealth embodied in 
that environment is one great rent producer. It would be the 
one general rent producer were it not for the fact that the fund 
of labor energy itself is amenable to the same law. In our 
entire demonstration we may substitute the term labor for 
capital, and vice versa, and the reasoning will remain true. Let 
the working force of the isolated community be constantly 
equal to that of a hundred average men, and let capital be 
introduced unit after unit. We might, in imagination, strand 
the men on a bare rock in the sea and give to them first a little 
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loam, a seed or two and a pool of water, and then more loam 
and a series of working instruments. For the present, however, 
we need to forget the particular forms of the invested fund, 
and to remember only the fact that, as the fund increases in 
amount, it adapts itself in quality to the needs of those who 
are to use it. Give to the men, then, one unit of capital, and 
it will be marvellously productive. Give them two, and the 
product per unit will be less. Give them a hundred units, and 
the last one will earn normal interest without a surplus. A 
succession of units of pure capital used by a fixed labor force 
is subject to the same law of diminishing returns as is the suc- 
cession of units of labor in the former illustration. Increase 
the number of men in an environment of a given extent and 
richness, and each comer will create less than his predecessors. 
Increase in like manner the amount of pure capital used by a 
fixed labor force, and each unit added to the fund will produce 
less than its predecessors. The last unit will produce interest 
only ; each earlier unit will produce interest and a surplus, and 
the sum of all these surpluses is the rent of the fund of working 
energy, which figures as total wages. 

A fact that needs emphasizing in connection with capital is 
its tendency to adapt itself in form to the needs of the men 
who are to use it. The concrete things that embody the fund 
do not remain the same. They change daily and hourly. Put 
a hundred thousand dollars into a business venture, and at the 
end of a year it may be that not one of the concrete things 
that are yours at the beginning will still be found in your pos- 
session ; but the hundred thousand dollars will be there still. 
They will have changed their form of embodiment. For once 
that capital is thought and spoken of in real life as consisting in 
particular concrete things, it is ten times referred to as a sum, 
a fund, a value or quantity of wealth in the abstract ; and the 
quintessence of this common and essential view of capital lies 
in the transmutation of outward form that the invested sum is 
constantly undergoing. Pure capital, as we may term it, is a 
sum invested in nothing in particular ; qualitative change is the 
life of it. The money that you put into successful business 



146 POLITICAL SCIENCE QUARTERLY. [Vol. VI. 

must pass continually from one thing into another if it is to 
come back to you again ; and each form that it takes corre- 
sponds for the time being to your needs. 

Now it is absurd to suppose that Professor Marshall is un- 
aware of this practical fact ; but it is certain that he has neg- 
lected to utilize it at the point in his work at which it is 
absolutely needed. In the study of the law of wages and in- 
terest, — the law that is central in distribution and that tran- 
scends every other economic principle in importance, — he has 
reached a conclusion that is demonstrably incorrect, by ascer- 
taining what is true of particular instruments of production, and 
then affirming it as true of capital in general, that can take the 
form of any instrument. 

At the basis of the author's theory of wages and interest lies 
what he has termed the "law of substitution." 

It is to be taken for granted that as far as the knowledge and business 
enterprise of the producers reaches, they will in each case choose those 
factors of production which are best for their purpose. The sum of the 
supply prices of those factors which are used is, as a rule, less than the 
sum of the supply prices of any other set of factors which could be 
substituted for them. Whenever it appears to the producers that this 
is not the case, they will, as a rule, set to work to substitute the less 
expensive method. We may call this, for convenience of reference, The 
Law of Substitution. 

The things here considered are not commodities for final use, 
but instruments of production. Of two that are equally efficient 
a producer will select the cheaper ; and when the selection has 
been made, if a change takes place in their relative costliness or 
their relative efficiency, the one that thereafter does the best 
work for the money invested in it will substitute itself for the 
one that was first taken. A new productive agent may appear 
on the scene and displace all the old ones by its still greater 
cheapness. Electricity may substitute itself for steam or horse 
power. Aluminium may become cheap enough to supplant 
steel for many uses, as steel has already driven out iron, and 
iron, wood. The use of light and strong metals may cause 
bridges to supplant steam ferries, as these have displaced still 
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clumsier conveyances. The substitutes in each case render a 
given amount of productive service at a reduced cost. The law 
is essentially that of competition in its overt manifestation ; it 
is that part of the competitive law that produces changes ; and 
it is capable of being applied not only to instruments of pro- 
duction, but to commodities for final use. A few pages later in 
the treatise the author hints at exactly this use of the principle, 
in speaking of rival commodities such as beef and mutton. A 
cheaper or better commodity for final consumption may displace 
a dearer or worse one. If it were thus comprehensively applied, 
the principle would become a law of competitive dynamics. 

Now in the determining of wages and interest this law of 
substitution is applied ; but the subjects of it are not merely 
such concrete aids to production as iron, steel and aluminium, 
nor such consumers' goods as beef and mutton. A highly 
heterogeneous list of economic entities is presented ; to each 
of the things in the list there is assigned a cost of production, 
and then the dynamic law is made to put the one that becomes 
relatively cheap into the place formerly occupied by another. 
This is the basis of the author's law of wages and interest. 
He starts with the assumption that each class of laborers has 
a standard of living to which it firmly adheres. It is able to 
secure the wages that are needed to maintain the standard by 
changing its own natural rate of increase. The number of men 
in the class falls off when wages fall below the rate required to 
maintain the standard. A corresponding assumption is made 
concerning capital. There is " a natural rate of interest to 
which the supply of capital steadily and quickly adjusts itself, 
increasing rapidly whenever the rate of interest is above this 
level and shrinking again whenever it falls below this level." 

Is, then, the problem of distribution solved ? Do workmen 
get what they are determined to have by adopting or inheriting 
a standard of living and adhering to it ? Do they force wages 
into conformity to this standard through the control that they 
exercise over their own rate of increase ? Do capitalists exer- 
cise a similar control over the rate of interest ? The actual con- 
ditions that control the rate of increase of population are the 



148 POLITICAL SCIENCE QUARTERLY. [Vol. VI. 

subject of the most important and intricate inductive study that 
economists have now before them. Complex and imperfectly 
known are the influences that govern the rate at which men 
multiply. Assumption has here no field. We may soon know 
what must happen if men increase in number at a certain rela- 
tive rate ; but it will be some time before we can get an 
approximate knowledge of what governs the rate. To assume 
a law of increase at the beginning of a study of distribution is 
to reverse the true order of investigation and to do what Pro- 
fessor Marshall has elsewhere been careful not to do, namely, 
to trust an assumption where facts are needed. 

After this assuming of a law of population, it only remains 
to discover by what mechanism a lessening of the supply of 
labor or of capital will increase the earnings of the agent so 
affected, and how an increase in the supply will reduce those 
earnings. The law of substitution is made to reveal this 
mechanism. There are certain normal amounts of all factors 
in production that should be in existence together. For the 
moment let us forget what the factors actually are, and name 
them by symbols, factor A, factor B, etc. Whatever the specific 
things may be that bring wealth into existence, competitive law 
assigns to each of them a normal quantity. 

The tendency of every one to select the best means for attaining his 
own ends (or, in more technical phrase, the operation of the Law of 
Substitution), acting gradually but constantly under almost stationary 
conditions, would then have caused each several kind of labor or 
machinery or other agent of production to be used for each several pur- 
pose until its further use there was no longer remunerative. [Page 556.] 

Or, in terms of the formula that we have suggested, if there 
were too much of the productive factor A, then factor B would 
be more efficient in proportion to its cost, and would drive out 
of use the excessive supply of A. The extra A's would in the 
interim work awkwardly, doing that for which they are less 
fitted than are B's. To use a crude illustration, if there were too 
many sledge hammers, some of them would be used for splitting 
wood, for which axes are preferable. The sharper tool would 
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then suppress the excessive production of hammers, and the 
normal quantitative balance between the two agents would be 
restored. So long as this principle is applied to concrete but 
undefined agents such as we have termed A, B, C, etc., or to 
instruments like axes, saws and hammers, no fault whatever is 
to be found with it. Up to this point the study is a very use- 
ful one. With the application that is at once made of the 
principle we must take radical issue. 

Other things being equal, the larger the supply of any agent of pro- 
duction, the farther will it have to push its way into uses for which it is 
not specially fitted, the lower will be the demand price with which it 
will have to be contented in those uses in which its employment is on 
the verge or margin of not being found profitable ; and in so far as com- 
petition equalizes the price that it gets in all uses, this price will be its 
price for all uses. . . . For instance, if without any other change 
capital increases fast, the rate of interest must fall ; if without any other 
change the number of those ready to do any kind of labor increases, 
their wages must fall. 

We now know what really constitutes the author's list of 
productive agents. They are hammers, axes, etc., with black- 
smiths, wood-cutters, etc., and also capital in general and labor 
in general. Capital in general and labor in general are, then, 
subject to this law of substitution. The list of unnamed agents 
that for our purposes we called A, B, C, etc. includes not only 
saws, spades and axes, but productive wealth in undetermined 
forms. It includes not only carpenters, gardeners and wood- 
cutters, but the general fund of productive energy that society 
possesses and can turn in any direction. 

Now one thing that is certainly true of the general fund of 
productive wealth is that it cannot be subject to the law of sub- 
stitution. Pure capital would be the one thing to which that 
principle cannot apply, were it not true that the corresponding 
fund of pure labor energy is equally unamenable to it. Capital 
in one form may crowd into a sphere in which another form 
is better. The surplus hammers may usurp the axes' function, 
and be properly displaced in time by the implement that is 
better adapted to the work ; but is pure capital badly adapted 
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to work in any place to which it naturally goes ? Has it, like 
hammers, limitations that keep it in any particular occupation ? 
Pure capital is essentially wealth that is ready to go anywhere 
and to do anything that is productive. Indeterminateness of 
form is the essence of it. It is an axe where that is needed 
and a hammer where that is preferable. It is a loom, a steam 
engine, a dynamo, a steamship, a railroad, an irrigating canal 
or whatever will best assist social labor. Will it ever naturally 
thrust itself into places where it must work awkwardly and in 
due time give place to labor ? Not if the keenest exercise of 
human wit can prevent it. Society entrusts the guidance of its 
operations to entrepreneurs, or "undertakers," as Professor Mar- 
shall has well called them ; and the fortunes of these men are 
staked on the success of their efforts to place capital where it 
will work well, aid labor and, so far from displacing the human 
agent of production, afford to that agent an enriched and 
enlarged field of activity. 

Let us make a case that is simple enough to test the effect 
of an increase of pure capital. Let us divide working society into 
groups, and suppose that each group caters to an equally expan- 
sive want. We can double product A, product B, etc., and 
the increments will in all cases be equally desired by consumers. 
Let us further suppose that putting more capital into the instru- 
ments used by each group, in a uniform proportion, will increase 
the product uniformly. What now would be the meaning of an 
increase of pure capital ? It would mean a symmetrical addi- 
tion to working appliances all along the line and a symmetrical 
increase of products. No labor would be displaced, all labor 
would be more efficiently aided, and everybody would have 
more of what he wants for use. Instead of a displacement of 
labor by new capital, there would be a state in which every 
worker would be more in demand than before. We have simply 
lengthened every man's lever. We have uniformly enlarged 
the workers' products and enjoyments. 

Is the conclusion vitiated by the fact that in real life products 
do not cater to equally expansive wants ? We cannot advan- 
tageously multiply food products as we can luxuries; and if 
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we are to increase in a wise way the products of society, we 
must do it unsymmetrically, and we must incidentally transfer 
some laborers from their own working groups to others. We 
lure men from one place to another ; but labor in general we 
certainly do not supplant. 

Is the conclusion again vitiated because some working groups 
cannot use new capital at as good advantage as others ? This 
fact means that in order to utilize a general increase of the fund 
we must distribute it unsymmetrically ; and this will call for a 
somewhat further relocation of labor. In working group num- 
ber one there may be fewer workers after the influx of pure 
capital ; but if in group number two there are many more, it 
is clear that the influx of productive wealth means no trenching 
on the general field of labor. There is no risk in affirming that 
if the number of workers were to remain as it is to-day, and 
if pure capital were to be doubled in each decade, it would 
never trench on the general field of labor, but would enlarge 
that field and make workers every year more needed and better 
paid. The ingenuity of the undertakers would transmute the 
inflowing wealth into the forms that would aid general labor 
most efficiently. The law of substitution applies to hammers, 
looms, engines, canals, etc., but not to wealth that may be trans- 
muted into any form. It applies in like manner to smiths, 
weavers, engineers, boatmen, etc., but not to a fund of human 
energy ready to perform any service that may be needed. 
Lengthen as you will the lever in the hand of general labor ; 
you will never supplant the hand that uses it. 

By selecting for especial notice those passages in a great 

work that are either questionable or clearly incorrect, we should 

do injustice to the work, but for the fact that these identical 

passages will probably be as fruitful in scientific results as any 

in recent literature. 

John B. Clark. 



